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PREFACE

This project concentrates on examining the extent of

competitive procurement accomplished by time ,ontractors

in placing their subsystem and equipment contracts. The

report presents findings on trime ;ontractor subcontract

policies, concepts, and procedures regarding competitive

procurement, and recommends a Department of Defense guide

on advance procurement planning, competitive forecasting,

and summary progress reporting. It is emphasized that the

recommendations contained in this report are intended only

as a guide, not a directive. Further, the ideas presented

in this report do not in any way represent a shift of pro-

curc.ment responsibility from Prime ontractcrs to the De-

partment of Defense.

Participating prime contractor personnel expended much

valuable time and effort in interviews with proect members

and in compiling and reporting procurement data. Thair co-

operation is sincerely appreciated.

Selected prime contractors agreed to provide procure-

ment data, purchasing procedures, and equipment lists, with

the understanding that such data would not be related to

specific companies or programs. Therefore, such data are

not related to sotrce when they appear in the main body of

the report, Various appendices contain source references,

but only limited distribution will be made of them, based

on prior prime contractor agreement.

Iii
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SECTION T

INTRODUCT3IN

This introductory section outlines report organization,

establisho this project in context with other DoD-LMI compe-

titive procurement stuCies, defines the ta ;k assigned and dis-

cusses the development of the project plan and approach.

A. REP RT CRGANIZATION

The composition of Section I, as described above, provides

introductory and procedural information. Section II summarizes

research findings and conclusions and recommendations. Section

III discusses findings and conclusions in detail, while Section

IV provides a full discussion of recommended action, procedures

and implementation. Section V contains the various supporting

appendices, including individual prime contractor competitive

Iprocurement activity, and savings analyses which are adminis-
trative confidential and will receive only limited distribution,

I based upon prior cor ractor agreement.

B. PRC ' Y.T BA:K2RGeND

The title or this project is Analvsis of Extent of Comae-

Sit~iv Prourer r y D Prim :'ot__rct . It is one of sev-

eral related projoct undertaker by LMT, aealing with the problems

of obtaining optimum price ccapetition in military procurement.

The projo!t is concerned primarily with identifying competition

experiened by prime contractors in placing their equipment

contra s-

!1
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Related DoD-LMI competitive procurement programs already

undertaken are the End Item/Subsystem Competitive Decision

Analysis Program, the Hi-Dollar Breakout Programs for Replen-

I ishment and Initial Spares, and the Resident Support Team

concept for the analysis of major weapon system support equip-

ment procurements. LMI work on Project 2B, Change Control,

also provided support for this study inasmuch as contractor

proposals for source changes based upon competition usually

require prior Service approval as ECP's (Engineering Change

Proposals).

C. FROJE. 2 TASK ASSIGNMENT

The specific project tasks assigned as Phase I of this

project and the subject of this report were;

1. Estimate, based on available historical and forecast

data, the actual and planned dollar volume of procure-

ment at selected prime contractor plants and structure

this procurement universe into competitive versus non-

competitive procurements.

2. Develop a summary reporting syste, on prime contrac-

tor procurements and make recommendations for integrating

the competitive results as well as anticipated dollar

savings into the DoD Cost Reduction Program.

3. 1stablish a practical method for analyzing the pro-

curement plans of prime contractors and develop a compe-

titive :orecast technique to identify current or planned

sole source procurements by prire contractors that are

[ susceptible to transfer to competitive procurement.

In addition, in a letter dated 12 September, 1963. Mr.

[ Thomas D. Morris,,Assistant Secretary of Defense (Installa-

tions and Logistics), amended the task order as followsa
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1. "One of the objectives of Phase I work will be to

determine the feasibility of establishing a means of

measuring the degree of competitive procurement obtained

fcr past and future periods by a representative cross-

section of Defense ,ontractors. (The reporting group

which has been established for the Small Business Pro-

gram may provide an appropriate cross-section.)"

2. "Another objective is to determine the feasibility

and potential (order of imagnitude) of establishing goals

for increased competitive procurement by prime contrac-

tors--to become a formal part of the DoD Cost Reduction

Program. In respect to this latter point, it is desired

that the ?hase I study examine, on a pilot basis, how

this might be accomplished in at least one major prime

contractor's organization."

D. pRONEgT P aN

The project plan, based on the bssigned tasks above, was

composed of the following:

1. Develop a List of Hiqh Dollar. Low Competition DoD

Wog~on System Programs at Selected Prime Contractor Plants

for Study. Weapon system programs and prime contractors

were carefully selected to obtain a representative sample
of programs, dollar magnitude, military cognizance, equip-

ment and commodities across the Defense industryi

2. Develov a 3et of CFE Comietitive Procurement Reaort-

jigjMa. It was c.icessary to develop a specialized for-

mat compatible with the procurement practices and procedures

of major prime contractorst
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3. Conduct Field Reconnaissance at Selected Program

Prime Contractor Plants. Personal fact-finding visits

were arranged to solicit contractor participation, insure

uniform format completion and to determine individual

prime contractor and military plant representative atti-

tudes, practices and plans concerning CFE competition;

4. Analyze Contractor Reports. Formats completed by

prime contractors would require analysis and verification

in order to identify significant trends, patterns and com-

petitive problems in prime contractor procurements; and

5. Preparation of a Final Report. Finally, the plan
called for the assembly of all related data and analysis,

along with conclusions and recommended action, into final

report form.

E. PROJECT APPROA

1. Selecting EquiPment Categories

In FY-62, Department of Defense world-wide procure-

ments (excluding intragovernmental transactions) totaled

$28.1 billion.1 Of this tocal, $19.3 billion were spent

for the ten equipment commodities normally associated with

the largest incidence of contractor-furnished equipment

(CFE). These ten equipment commodities and their respec-

tive FY-62 procurement values and competitive percentages

arc shown in Exhibit 1. DSA buys were excluded because of

the very large amount of price competition (90%-95%) that

already exists in this commodity cateory.

'Directorate for Statistical Services, OSD.

.4



EXHIBIT 15 7

W 4 *nr% m r4 D V N N

o W
z' E-4
Z E-4 4U) U

NN

0 zE ~ ~ ( ~ ( . - ~ i

w u- 0 Q -
z~ N 04b rl o L 0 i N a) 1I0 -

0 ,- 0 P %

to o-4 0Du4r

r4 4)

0c0
'.44

0

L U-.



6

From this total of high CFE-incidence commodities,

a workable few were sclcected with which to conduct the

feasibility study. In attempting to select a manageable

number of equipment commrrodities, the foremost objective

was to have the survey represent the maximum amount of

dollars possible. By inspection of Ehibit 1, it can be

seen that Guided Missile Systems, Electronics and Conmuni-

cation Equipment, Airframes and Spares, Ships, Aircraft

Engines and Spares bad a net total procurement value of

$16.3 billion in FY 62, or 84% of the $19.3 billion total

of ten high CFE-incidence equipments mentioned above.

This process reduced the list of ten items to five.

It was decided to eliminate Ships from this list of

high-dollar equipment commodities. The reason was the

predominance of firm fixed-price contracting and high

percentage of price competition secured by DoD at the

prima contract level.

The remaining four equipment ccmmodities, with a net

total FY 62 procurement value of $14.7 billion, accounted

for 74,% of total value of the original ten high-dollar

commodities. These four commodities have the additional

advantages, in terms of this study, of a high ircidence

of cost-type contracting and a generally very small amount

of competition at the prime level. The latter circum-

stance means that competition identified between the

4 primes and their subcontractors will not involve recounting

copetitive dollars since so few of the follow-on pro-

. gram dollars aru competed at the prime contract level.

Gemnerally, these commodities also compris, a signifi-

cant amount of equipment dollars spent by eaci of the

Services.
.1



7

2. Selection of Prime Contractors

An examination was made of the list compiled by the

Small Business Administration ranking the top 100 U. S.

I companies in terms of defense dollars awarded in FY 62.

The total of defense awards to those 100 companies in

'. I FY 62 was $18.5 billion, or 72.3% of the $25.6 billion

total of DoD awards in the U. S. for that fiscal year.

IBy inspection, it was apparent that those .companies which

ranked in the top quarter (25) of the top 100 companies

2comprised the majority of prime contractors of the four
equipment commodities selected for this study. The lower-

I ranked 75 companies are predominantly prime contractcrs

for equipments in commodity areas other than the four se-

Li lected for study purposes. Thc top 25 companies on the

list were, therefore, selected as the base group within

which study contacts would be made.

i Exhibit 2 shows the top 25 U. S. companies as re-

.4 ported by the Small Business Administration, and the value

of FY 62 defense awards made to each. The total of this
group, $13 billion, is 50.8% of the total FY 62 awards

1 rrm-de to the entire top 100-company list. The final prime

contractor selection procedure is described below.

3. Selection of Data Summary Base

Much consideration was given to the manner in which

the summary procurement data sought would be presented.

Prime contractor company total versus divisional summaries

Iwere weighed, as were total commodity versus single pro-
gram summaries.

-A
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EX:iIB T 2

TOP 25 DEFENSE CONTRACTORS

Ranked by Defense Awaras

(FY 1962)

Companies Millions Percent Cumulative
of of U.S. % of U.S.

Dollars Total Total

U. S. Total $25,588.4 100.0% 100.0%

100 Companies Total 18,497.2 72.3 72.3

* . Lockheed Aircraft Corporation $1,419.5 5.6 5.6
2. General Dynamics Corporation 1,196.6 4.7 10.3
3 Boeing Company 1,132.8 4.4 14.7

* 4. North American Aviation, Inc. 1,032.5 4.0 18.7
* 5. General Electric Company 975.9 3.8 22.5
* 6. Martin Marietta Corporaticn 802.7 3.1 25.6

.7. United Aircraft Corporation 662.7 2.6 28.2
8. American Telephone & Tele-

graph Company 467.7 1.8 30.0
9. Sperry Rand Corporation 465.6 1.8 31.8

10. General Motors Corporation 449.0 1.8 33.6
*11. Raytheon Company 406.6 1.6 35.2

1.2. General Tire & Rubber Company 366.1 1.4 36.6
*13. Douglas Aircraft Company 365.6 1.4 38.0
14. Radio Corporation of America 339.6 1.3 39.3
15. Republic Aviation Corporation 332.8 1.3 40,6
16. Avco Corporation 323.3 1.3 41.9

*17 McDonnell Aircraft Corporation 310.9 1.2 43.1
18. Grumman Aircraft Engineering Corp. 303.6 1.2 44.3
19, Bendix Corporation 285.9 1.1 45.4
20. Ford Motor Company 269.1 1.1 46.5
21. Wc-,tinghouse Electric Corporation 246.0 1.0 47.5
22. International Telephone & Tele-

graph 243.6 1.0 48.5
123. Hughes Aircraft Company 234.2 0.9 49.4
24. American Machine & Foundry Co. 187.3 0.7 50.1
25. Newport News Shipbuilding &

Dry Dock Company 185.0 0.7 50.8

Subtotal $13,004.6

J Prime Contractors participating in the study.

I .I
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It was reasoned that program summaries would provide

a better profile of competitive information, including

past and future periods, if viewed over individual weapon

-system acquisition life cycles...

It was also believed that, if the more detailed pro-

gram summaries were found feasible, it would be a rela-

tively simple matter to combine program data into prime

2contractor plant summaries. Therefore, it became the aim

of the project to ask the majority of selected primes to

submit data by programs.

4. Selection of Specific Programs and Prime Contractors

As in the instances of commodity and prime contractor

I selection, it developed that certain programs predominated

on a value basis. Within commodity categories and within

1prime contractor plants, a few big programs made up the
majority of the total values involved.

Program value examination provided a list of programs

representing a potential for maximum dollar value sampling.

However, final program selection depended on factors such

as program age, available procurement records, future pro-

duction quantities anticipated, etc. After discussions

with Department of Defense personnel and prime contractor

personnel, a list of participating companies and selected

2programs was developed (see Exhibit 3).

L1

12
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EXHIBIT 3

SELECTED PROGRAM AND PRIME CONTRACTOR LISTII]

2 C-141 Lockheed/Georgia

* F-4C McDonnell Aircraft

B 5-70 N orth American Aviation

o P-3A Lockneed/California

S MISSILES

* MN RBM Hughes Aircraft

1 SPARROW III Raytheon

0 J ".,9-15 General Electric

.- C.4YANY-WIDE

--- Douglas Aircraft
M -p

* - Martin Company

--1

I' -1
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* SECTION II

12 SUWMARY OF FINDINGS AND CONCLUSIONS

12 AND RECOMTNDATIONS

Project findings and conclusions and recommendations are

!|- summarized in this section. Findings and conclusions are dis-

cussed fully in Section III and recommendations are presented

in detail in Section IV.

A. SUMMAIZY OF FINDINGS AND CONCLUSIONS

1The Department of Defense purchases approximately $20

( billion of systems, subsystems and upare parta each year.

"2 A study of four high-dollar, low-commodity categories,

missiles, aircraft, aircraft engines and electronics and

communications equipment (which accounted for 75% of all

non-competitive dollars spent by DoD in FY 62) indicated
that:

I[* 1. Annual expenditures for these four commodities in

F'Y 62 totaled approximately $15 billion;

2. Most of these dollars were directed to 25 major

prime contractors in the defense industry, (see Exhibit 2);

'2 and

3 . A sampling of nine major prime contractors repre-

senting a cross-section of these 25 prime contractors

[(see Exhibit 4) revealed that:

Ia. Approximately 50% of a contractor's annual sales
S24 to the DoD is subcontracted out for major equipments

and material purchases:

1 11
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- b. Price competition for these procurements ranged

from a low of 3% to a high of 91% of the total dol-

lars examined, with the average for all nine being

1 20%;

c. Total competitive actions, including price, tech-

I nical and follow-on purchases to original price or

technical competition, amounted to 88% of the total

1dollars evaluated; and

d. Non-competitive dollars ranged from CY to 78% of

jthe total of thc nine company dollars sampled, with

the average being 12%.

4. On major subsystems, prime contractors place consider-

able emphasis on initial competition. These decisions are

usually based on multi-factor source selection procedures

which include subcontractor evaluation based on technical,

management, cost, quality assurance and reliability con-

ii siderations. The final award is based on a composite of

these criteria rather than any one factor such as cost.

Once the contract has been awarded, prime contractors

usually attempt to stay with the original source through-

) oit the life of the program. Prinio contractors believe
.4

strongly that both initial and follow-on procurement award

dollars in the major subsystem category should be considered

as competitive.

5. On common m.terial and raw stock purchases, it appears

that prino contractor purchasing departments are regularly

subjecting most of these dollars to price ccmpetition on a

year-by-year basis. It is doubtful that any substantial

increase in price competition is possible in this area.

.1
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6. On follow-on production ordrors for *_ quipmenti. iand

n.nponents, below the subsysLcr level, where the design

Ais stable and contract quantities are of sufficient size,

considerable potential for price competition exists.

It is in this area that an improvement in competitive

pcrformance may be possible, practical and desirable.

1Careful consideration must be given, however, prior to

contract award, to the impact of source change on weapon

4configuration, spares support and logistics costs.

7. Competitive savings studied at one contractor plant

averaged over 20%, with individual item savings ranging

from 430 to less than 10. At another plant, a total

of 23 items were competed covering a two-year period,

for a net savings of $4.6 million. These figures include

consideration of off-setting logistics costs incurred by

the GovernmenL as a result of introducing new sources.

Analysis of competitive savings further supports the con-

clusion that the greatest potential ppy-off for increased

competitive procurement is in the equipment and component

Iarea below the subsystem level.

8. Current prime contractor programs for the advanco

4 planning of procuremont of equipment and components aro

maJking substantial progress for improved decisions and

I better competitive performance. The programd involve

anninual review of sole source equipment items susceptiblo

I to competitive procurecient, examination of product design

stability and manufacturing critoria, analysis of uali-
J1 fication and tooling requirements and initial efforts at

assessing the extont of possible logistics cost off-sets

to competitive savings.

'I!
4'
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B. SUjYIY.ARY OF RECOMMENDATIONS

While contractor programs have gone far to increase the

4volume of price competition for contractor-furnished equip-

ment and components, the wide divergence in items being

procured and the varying levels of analysis being applied

to them indicate that further benefits can be derived from

-4 increased focus on the problems of advance procurement

planning, competitive forecasting and progress reporting.

-4 Recommended procedures to accomplish these objectives are

summarized below.

1. Advanced Procurement PlanninS

The many contractor and military department policies

ana procedures concerned with competition for contractor-

-4 furnished equipment (CFE) undoubtedly contribute materially

to the attainment of the goal of increased price competi-

--_4 tion. Within the area of planning, however, a need for

improved item guidelines exists, including forecast re-

-4. quirements for three to five years in the future, with

- appropriate milestoneg established for accomplishment of

specific procurement action-; the resulting information

providing a scheduled framework for competitive analysis.

-4 A recommended CFE advance procurement planning method

is presented in Section IV of the report.

Co iDetive Forecasting

The establishment of realistically engineeAred com-

pttitive goals on future contractor procurements is

recomm=cndd,- The approach presented in Section IV is

the r avlopmcnt of a CfE competitive dollar potential

based on vn item-by-item competitive analysis.
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3. Competitive Progress Reporting

Once the competitive forecasts have been developed

and target goals established, it appears desirable to

examine on a periodic baais actual competitive performance

versus planned achievement. A recommended progress report

is offered in Section IV of the report.

4. Implementation and Follow-on Study

It is recommended that Advance Procurement Planning,

Competitive Forecasting and Summary Progress Reporting be

instituted by the Department of Defense in the top 25

prime contractor plants identified in Exhibit 2 of this

report. It appears that the quickest and most effective

I means of implementing these recommendations is to tie the

requirement into the DoD Cost Reduction Program. Regard-

ing longer range applications, it is recommended that con-

sideration be cui -,n to implementing a Contractor Procurement

-1 Review System (similar to the Air Force 70-3) at major De-

partment of Defense Prime Contractor Plants. Further, it

is suggested that current research in the areas of logis-

tics impact--a real cost analysis--be expanded to cover CFE

procurement, as well as direct Government purchasing. In

addition, it is recommended that work begin on a study of

the economics of GFE versus CFE procurement. The findirgs

and recommendations of the current CFE Gtudy, together uith

LMI's nrevious work on GFE procurement, provide an oxcl.-

lent background for examination of this area.

-4
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SECTIO 17 III

A. INTRODTCj"rON

This section of the report presents findings and con-

2clusions of field survey information, together with an evalu-
ation of competitive problems faced by prime contractors in

placing their major subcontract and equipment procurements.

The first part of this section presents a summary of contrac-

1 tor responses to questions raised during preliminary field

survey work. The second pzrt presents summary statistics on

the extent of competition reported by selected prime contrac-

tors. Finally, a discussion is provided concerning net sav-

ings actually achieved from competitive procurement at two

separate prime contractor plants and what is believed to be

2 the potential extent of competitive savings at the top 25

DOD prime contractor plants.

B. PRELIMI.NARY SURVEY RESULTS

1. MaJor Subsystens

On initial subsystem procurement, prime contractors

4place considerable emphasis on competitive bidding, but

these decisions &kre usually based on a combination of

technical and cost factorA (i.e., design, reliabilit,

.t st program, coet, e.c.) rather than price alone. The

research and d vopptiert factor in these procurements

2nakes technical or design criteria the predominant

'12 17
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feature. Consequently, on these programs, a major por-

tion of the subcontract dollars are placed by technical-

design competition rather than price competition.

On follow-on production buys of these major sub-

systems, prime contractors, in most cases, attempt to

stay with the original. source throuThout the life of

the program. This is so primarily ..cause the initial

developer (particularly on vcndor-&. igned items) has a

"built-in" technical-cost-schedule advantage that places

severe limitations on effective competition. In many

cases, substantial qualification testing, tooling and

other non-recurring costs are invescd at the time of

initial contract award. Consequently, at the time of

first production buy, it is often believed to be uneco-

nomical and impossible from a time standpoi.t to compete.

Moreover, primes assert that it is difficult to interest

qualified subcontractors to bid, particularly if the in-

vestment costs are high and the production contract quan-

tities are limited to a one-year procurenent. Also,

design changes, tight time schedules, ove,:lapping R/D

and production activities, and incomplete procurement

data often are claimed to pzohibit competitive procure-

ment at the time of first production buy.

On second and subsequent production buys where the

design is more stable and manufacturing date are avail-

able, competitive procurement is given more consideration

by the primes. Often, at this point, however, only lim-

ited production quantities rciaain; and the original do-

veloper's built-in cost and technical advantage discourage

prospective subcontractors from bidding. As a general
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rule, i.t appears that major subsystem awards are initially

technically competed and are not subsequently subjected to

- price competition.

2. Raw Stock/Materia.

In contrast to subsystem procurement, prime contrac-

tors have managed to bring about ccns'derable price com-

petition and recompetition of raw stock and common item

-p urchases. The source selection procedures used for

high-price subcontract items described above are uneco-

nomical here; instead, catalog price, competitive basic

2agreements and negotiated competition are prevalent.

Consequently, the possibilities for increases in price

- competition are minimal in this area.
A

3. Equipments and Components

4Between subsystem procurement and common material

purchases is a broad range of equipment and component

buys--primarily mechanical and electrical items. For

Hthese items, tooling and qualification costs are often

minimal and technical interface problems less severe

than for subsystems. In addition, design stability and

4leadtime considerations for follow-on production buys
are such that these items can often be subjected to

price competition annually during the program acquisi-

tion life cycle. It is in this area, if any, that a po-

tential for greater price competition exists.

It should be noted, however, that many of the

items in this category are vendor-designed repairable

H equipments where introduction of new sources may have a

significant impact on fac.ors such as weapon configura-

tion, spares support, logistics costs, etc. A recent
-A

Iv
Il
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Air Force policy statement made ,v the Commander, Air

Force Systems Co=nanc, ;iaced considerable emphasis on

this point, In part, zhe szatement reads:

The A-:r Force :s very concerned over the additional
cot5 % prim=r .;- ogisLics costs) accruing to the
Government as a rcsu*2 of some Air Force contractors,
engaged in weapons systems work, who are virtually
changing vendors in an uncontrolled manner after the
official configuration base line (FACI) has been
eatablished. The vendor items referred to herein
are items '.hich are Air Force repairable and designed

- vby the vcndor. A new source in essence introduces
into the AAr Force inventory a new and different
item from that previously procured. Procurement of

Li a new item usually results in a requirement for
1 f additional teclnical data, AGE and spare parts to

support the new item. In addition, the new items
add to internal AFLC costs.

The letter further states that:

in order to assist AFLC with the above-mentioned
logistics problem, your system CCD's must enforce

configuration control of CFE vendor-designed items.
Cnce the official base line configuration has been
established by the CCB, any proposed use of a
repairable vendor item involving Class I change
criteria, whether due to procureLent from a different
vendor or otherwise, will be referred to the CCB forU approvil, using ECP procedures. The CCB will review
the proposed change, and in addition to its normal
deliberations with respect to safety of flight,
mission essentiality, and reliability, the logistics
cost impact will be considered.

'As a consequence of this, some prime contractors

voiced concern that competitive bidding through alternate

2sourcing might be more difficult to accomplish in the

future. Most contractors believed, however, that a com-

'prehensive logistics analysis was essential and should

be accoplished prior to changing sources in the "mid-

srream" of a program. It is our conclusion that while

II
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delay may result from luch ana!ysis, the over-all benefits

far outweigh this negative effect.

One contractor in part-iclar recently completed a

series of studies on 23 equioxents involving source

changes and competitive bidding. In each case, prior

to contract award, the new source was evaluated to de-

termine the impact of configuration control, documenta-

tion, spare parts, Ic-istics costs, etc. it is signifi-

cant that the Government after analyzing each of the

equipments approved all 23 so.rce changes. This was due

primarily to the considerable net savings that were gene-

rated as a result of competizion even after substantial

off-setting logistics costs were appIied to the bid

figure. CA more detailed discussion of competitive sav-

ings versus logistics costs is presented in a later part

'I [of this report.)

After discussions to identify areas most suscep-

tible tD price competition, questisns were raised as to

the methods employed by contractors in measuring competi-

tive procurement. At this time a number of problems were

pointed out regarding the collection and use of competi-

tive statistics.

C ODIKEM$l177 O, MEAST-ING :PFME ...:.A O...

Question I of h '.ibi t 5 points out th at the major obsta-

cle to measuring prime contrac-or comtetition is the lack

of available statistics. :nltia. contractor meetings clearly

indicated that most companies specify maximum competition

in their policy and procedures manuals but very few keep

any summary statistics en competitive versus sole source
ii

ii
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pro:: .ro-re nt ~1 A'ars. A numb~.er -Ifze did indicate
tha- thev were interested in the subjecez and were currently

deve loping rethod-'s for- collecting cn: 4S type of information,

-i.in nost cases, such. new da--a svstans wou'.d not be oper-

a tional unctil after cx.ietion of-' the project report. -7t is

_!ieved that_ as m~ore prim~e contracts become either incentive

or fixed-prtce, prime contractors will put more em.phasis on

ou.r-asing as a pro fit-makinq function and place more reliance

o:; su.ch reportin g.

_i add~io to the lack of a !iable st.atistics, a number

of oth-er mrohlen.s associated wiz'n the broad range of diversi-

fied defense contractors and c iycategories (i.e. mis-

siles, aircrafft, engines) were encountered during the research

a ff:or. N ot the least of these was the difference in app roach-

es a. on7 contractors in mana -inz and coDntrolling their materiel

runct~ons. in some companies, the day-to-day operation and

management control. or: b.ying aCZ:',,-t~eS Cinciuding competitive

decisioDns) were h.hiy decentraliz-ed. At these locations

there was li-.tle likielih-ood of deve].ooing any over-all company-

wide caaw; thIn the time fra& e of the research, Schedule. Fur-

difr f'1z ''piis were undersco)re_-i 1w t- e varying capabilities

of contractnrs to resear-ch their h.4storIcal records and to fore-

cast with any ce -gree of accuracy the anount of comcpetitlve pro-

c,.roren:- over several tiscal years. on, this latter point, con-

tr-a,-.ors S~.ant.'J --'at one-year Government fu~nding and uncertain

prdu.ct_.o>n requireml~ents play an important zart in limiting their

a£ni._t to; * - -.rately forecast future materi.el awards and pro-

curm~nrnet*-ods Ii.e. col'oetitive versus sole source).

A tnal pro blem was the difference in definitions of comn-

~e~nused bzy Government and industry procurement personnel.
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' roblem was frequently mentioned during discussions

:h both military and prime contractor personnel. The

* srdifference of opinion concerned what constituted ade-

quate price copetition. Since the primary project objec-

tive was to develop a set of statistics showing the extent

of cometitive procurement at the prime contractor level,

I the definitions or ground rules used in compiling such data

were of major concern. However, it was readily apparent

tha: the time necessary to completely resolve the differ-

ences of opinion that existed on this subject would require

a great deal more time than the project deadline allowed.

As a result, after reviewing the latest pending ASPR defini-

tions on this subject and discussing the matter with a cross-

( section of prime defense contractors, project members devel-

oped a set of procurement definitions for use in completing

the competitive data worksheet as shown in Exhibit 6. For

those contractors submitting statistics directly from their

own internal records, a review of their ground rules was

made and they were found to be very close to the definitions

developed above.

M. "EV\LOF:NG CO=PETITIkm DATA

Since summary competitive data were not available, it

I was decided to obtain sample information covering as many

dollars as possible in the selected prime contractor plants.

irelirInary findings among five major defense contractors

ndicazed that approximately half (5'7) of the total prime

I :ntractor income was spent for mazeriel. Of that amount,

.t was noted that usually 10-15% of the purchase orders

acco.:nt3d for 70-90% of the total materiel dollar awards.

.ccordingly, a maAual eftort was initiated to compile a set

of summrary competitive statistics on the major subcontracts
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..d equipments which covered most of the material dollars

but accounted for only a small portion of the total purchase

order transactions. Exvh.bit 6 presents a competitive data

worksheet together with a.ssociated instructions, used to

compare the competitive infcrmation at selected plant loca-

tions. Of the nine prime contractors participating in the

project, seven were asked to complete the data format on a

selected major weapon system program jointly agreed to by

-he contractor and LII. The remaining contractors agreed to

submit comjetitive statistics on a specific division or seg-

ment of their company that was representative of the corn-

pany's over-all competitive performance. A 30-day period

of data collection and analysis was undertaken by the con-

tractors, beginning in early November and concluding the first

week of December.

E. SURVEY RESULTS

Exhibit 7 presents suta-ary information on the total value

of the dollars sampled. It should be noted that the dollars

reported vary by company from two-year buy amounts to five-

year buy amounts - only the total of reported dollars are

s7aown on the summary. As indicated in the Exhibit, total

dol.ars examined were $1.4 billion; this is approximately

60% of the total selected CFE universe of $2.3 billion. A

summary of the total dollars examined is presented with a

breakdown of competitive versus non-competitive dollars by

individual contractors. A study of the aggregate data shows

that of the $1.4 billion reported, approximately 20% was
price competitive and 88% had been subjected to price or

technial and design competition at one time, while 12% was

awarded non-competitively. Recognizing that the total

figures include a wide range ox different systems, i.e.
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S2ARROW versus F., in various s.ages of development (R/D and

production), it is believed z-z - e figures demonstrate

that considerable compezizive effort has been accomplished,

is underwav or is forecas-ted cvement over the next

Several fiscal years. Hc¢wever, it is noted that a significant

portion of the ccmpeti:zve dollars falls into the follow-on

* after initial price or technical competition category and,

hence, may be susceptible to new competitive action over the

next several fiscal years.

Further, it Is believed that comparing individual con-

tractor statistics showing activity in any one category would

be misleading because of the differences in time periods

covered, weapons system complexity, stability of design, stage

- of development, delivery and quantities, etc. This fact is

clearly borne out by examination of any one of the competi-

tive columns. For example, under the column title "Price

-4 Competition," the figures range from a low of 3% to a high

of 91%, yet our field research strongly indicated that the

contractor with the low competitive figure had in operation
..n.ofthe stronges in al source selections and secondone of the stroges

source development programs e;amined. Consequently, we be-

lieve it is essential that contractor data be studied indi-

vidually rather than by a comparison among contractors.

Only in this manner will the statistics be meaningful and

accurately reflect the adeqgacy of competition in contractor

]n plants based on the peculiar variables extant in each case.

As previously mentioned, it was necessary, in order to

] get these data, to agree that prime contractor an! program

identification would be deleted from report summaries subject

_ to general distribution. Appendix A, for which prior

2r_
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distribution approval was obtained, contains such prime con-

tractcr a,xd progra t

F. COMPETITIVE S.A !NGS

!1. Savinqs Examnoles

I The computation and recording of competitive procure-

ment savings was studied in some detail at two prime con-

I tractor plants. These contractors will be referred to

as Company A and Company B In this discussion.

Company A provided three separate examples of competi-

tive procurement savings achieved over varying time

j ! periods. The first e:zample, reflecting the total competi--4

tive procurement activity of one division during the first

.] ten months of calendar year 1963, showed savings of
-j

$ $!,134,122. The second example presented several recent

competitive procurements for which savings averaged 22.5%.

Finally, an additional five competitive procurements

Ij accomplished during a recent period were provided which

showed savings ranging from 39% to 9%.

--4 Company B made available a summary of estimated

savings to be obtained from the competitive procurement

-J of 23 items (these are the same items mentioned in the

ea:1ier ECP discussion). Total estimated savings were

-$4,672,.95 for two production buy quantities.

1 The savings reported by Company A are part of its own
---

cost reduction program. They are post procurement net

] savings obtained by subtracting new source acquisition

costs from the figure obtained by multiplying the prior

* 1 unit price times current quantity.

I]
Ii
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JCompany B savings figures, on the other hand, are

estimates based on low qualified bid responses submitted

I for Service approval via ECP procedure prior to the actual

procurement action. Ccmoany B savings estimates include

,4 offsetting cost considerations such as additional spares,

AGE, test equipment, trainer and publication costs re-

j quired as a result of changing item ,ources. These off-

setting costs are netted against price proposals for two

_4 annual buy quantities as previously mentioned.

The offsetting costs used in Company B's savings

determination are largely estimates, but even with this

imperfection it is believed that the resulting savings

are more realistic from the point of view of "buying at

the lowest net cost." This approach of looking beyond

mere acquisition savings tends to identify beforehand

potential horror cases.

The examples of both companies indicate that savings

derived from the competitive procurement of CFE are sub-

stantial. The $1,134,122 reported by one division of

Company A and the $4,672,095 reported by Company B, are

the result of the competitive procurement of many medium

unit cost items rather than the competitive procurement

of a few high unit price items. For example, all of the

_4 23 items included under Company B's ECP had unit prices

of less than $1,000.

Discussion with prime contractors and examination

of the savings examples provided supports the conclusion

that considerable saving potential exists in the competi-

tion of equipment components below the subsystem level.
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* 1:hese items yield substantial savings per competition and,

by their nature, are -ore susceptible to recompetition

with less risk than are subsystems. The Company A savings

average ci 22.5%, which was reported as representative

I of that company's general exporience, tends to support

the DoD estimate o= 2:50 savings on new competitive pro-

i- curements.

I ~2. Savings Potential

Based on the findings previously discussed, it is

1 1 estimated that approximately 20-30% of the $7 billion of

material dollars spent annually by the top 25 DoD prime

I -contractors is for equipment and components below the

subsystem level. C this amount, our research findings

-i "indicate that it may be possible to shift between 5% and

10% (approximately $350-$700 million) from non-competitiveK to competitive procurement. In view of the considerable

savings reported above, it is believed that substantial

] dollar gains can be generated as a result of increased

competiti .e effort in prime contractor plants. Moreover,

I ~ once these figures have been audited either by Government

or contractor personnel, it should be possible to integrate

the savings into the DoD Cost Reduction Program. The

next section of this report presents recommendations for

competitive planning and reporting of competitive results

and savings.

Ii

I]

Ii_

I
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I A. INTRODUCTION

1 This section of the report first summarizes current OSD

and military department procurement reporting practices with

emphasis on competition. This is followed by a recommended

Department of Defense method for establishing competitive

]forecasts and reporting competitive progress at selected
prime contractor plants.

B. DEPARTXENTAL REPORTING OF PRIME CONTRACTOR COMPETITION

] Consistent with !he ASPR, each military Service provides

a review of maj,)r subcontracts and equipment purchases

] awarded by prime contractors at the time of subcontract place-

ment. This function is accomplished by the Contract Adminis-

]7 tration Office having cognizance over the respective prime

contractor facility. In addition to these administrative

_] reviews specified in the ASPR, each military Service has

developed or is in the process of developing a formal procure-

] ment review program to determine the adequacy of prime con-

tractor purchasing systems. Several of these programs were

-] reviewed during this project and the findings are presented

below.

~~iI 1. Am

]The Army does not have a formal contractor procure-

ment review program. In 1961, however, the Army Missile

i 34

I
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Comuand initiated a sum:ary reporting system to determine

the amount of breakout and competitive procurement on

major weapon system programs. Although the reporting

was concerned primarily with breakout, MICDM has included

both dollar figures and percentages of competitive sub-

contracting accomplished by prime contractors on each of

itu missile programs. An excerpted example of one page

of the competitive sum.~ary report prepared by MICOM in

FY 63 is shown in Exhibit 8, Based on discussions with

Army field officers and prime contractor personnel, it

jwas established that the competitive figuires were developed

from "best estimates" of prime contractor procurement

jpeople. There was no attempt on the part of the Army to

define the term "cdmpetition" or provide a set of ground

J rules for use in preparing the data. Rather, he con-

tractor exercised his own judgment in producing a set of

figures to reflect the amount of competitive versus sole

source subcontracting in his plant. MICOM officials indi-

] cated work was now underway to develop similar FY 64

data.

2. Nzavv

3 Discussions with Navy procurement people in the

Office of Navy ,Material and Bureau of Weapons revealed

that no formal system of prime contractor procurement

evaluation now exists. The Navy indicated that on selected

Jweapon systems (e.g. Tartar, Terrier! advance procurement

planning data were requested from the prime contractor.

3This information identifies major subsystems and equip-
ments and presents planning data on each item, including

3competitive versus sole source determination, number of
bidders, successful bidder, plan for recompetition,

'Li
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problems and timing, etc. This appears to be an excellent

planning effort and one that the Navy might weli consider

expanding to all izs ma]or weapon programs in the future.

3. Air Frco

The Air Force has implemented a formal program of

Contractor Procurement Review (AFM 70-3) at selected con-

tractor plants. A list of contractors and plant locations

under surveillance in this program is presented in

Appendix C. The program has six years of operational

experience and is designed to provid a comprehensive

and continuous evaluation of prime contractor procurement

policies and procedures. As part of this effort, the Air

- Force regularly compiles summary statistics on competitive

and sole source procurements at each prime contractor

facility. These statistics are developed locally by the

Air Force Plant Representative's Office and forwarded to

higher cormands for periodic review and analysis. At

AFSC Headquarters, efforts are currently underway to con-

sclidate the individual statistical reports into summary

data for over-all trend analysis and evaluation of prime

contractor competitive performance.

A sample of the co:,ttive report generated under

the 70-3 is shown in Exhioit 9. These data were developed

-4 at a major prime contractor plant for a three-month

period (Marcl, April and May) in calendar year 1963. As

indicated in the Exhibit, competitive dellars for the

three-month period under consideration were 46.5% and

non-competitive were 53.5%. An analysis of earlier com-

petitive reports prepared under 70-3 procedures revealed

similar patterns of competitive versus sole source procure-

ments.

I
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7EXHIBIT 9-1

AIR FCRCE: 70-3

PRIM CONTRACTOR COMPETITIVE REPORT

a. Percent of P.O.'s competitively bid 48.0%

b. Percent of dollar volume com etitively bid

c. Average depth of competition 2.9

2 d. Percent of P.O.'s with three or more bidders 58.3%

e. Percent of dollar volume with .hree of more bidders 70.7%

f. Average number of requests for quotations issued 3.3

g. Percent of P.O.'s awarded single source 52.0%

h. Percent of dollar volume awarded single source

i. Percent of competitive bid awards mada to other

than low bidder 4.0%

j. Average depth of awards where more than one
responsive bid was received 3.3

k. Percent of P.O.'s lacking adequate documentation 4.0%

I

NOTE: This service test is based on a review of orders
1selected at ra:adom from a population of 420 orders(fir=-fixed-price) having total dollar value of

$12,013,966. The dollar value of the population
1 ranged from $10,000 to $100,000. From the popula-

tion of 420 orders. 25 were selected for review,
having a dollar value of S742,942. Spare parts pro-
curement &gain was the overriding factor in reducing
the competitive procurement percentages.

II
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It was noted, however, during the course of our re-

1 search that the competitive statistics were based on a

stratified or selected sample of the contractor's total

population of purchase orders (i.e., one sample included
a25 purchase orders out of a total universe of 420). Fur-

ther, the items selected were chosen from a limited dollar

range of purchase orders--$10,000 to $100,000 (see NOTE on

Li Exhibit 9). As a result, it appears that most of the major

subcontracts whose dollar awards are no-mally greater than

]j $100,000 annually are excluded from the Air Force sample.

Consequently, they would also be eliminated from the final

i competitive statistics. Since these major subcontract pro-

curements represent a significant portion of the contrac-

F[] tor's annual materiel expenditures (70%-80%), eliminating

them from examination may create a bias in the sample. A

discussion of these points with Headquarters, AFSC, revealed

that new ground rules and an amended set of report formats

1are currently under development to raise the confidence

level in the competitive statistics, and to provide for

Imore comprehensive dollar coverage of contractor subcon-
tract awards.

Recognizing these limitations, it is believed that the

Air Force, through its 70-3 experience, is probably most ad-

vanced and most knowledgeable regarding the status of p-ime

(1 contractor competition at the subcontract level. In its

present form, the AF 70-3 system does not attempt to make

an early identification -f sole source items susceptible

to competition, or develop estimates of competition cover-

ing several fiscal years in the future, but it is believed

-4 that the Air Force could incorporate such changes with mini-

mum effort and modification to the existing system.
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4. Office of he ScarEtarv of Defense

The Office of the Secretary of Defense does not have

a formal system or rc-orting competitive results of

prime contractor procuremenzs. Th-ere are, however, two

zcporting systems cur.:ntl> in operatiofn and one under

consideration, which- require summary information and

statistical data from orime contractors:

a. Defense. Contctor Planning Report (DCPR)

The DCPR reporting system is designed to collect,

store and an=ayze cost and production data on major

DoD weapon programs. Currently, the DCPR is oriented

towar_ producion data on missile, aircraft and space

programs. One of the major objectives of DCPR re-

porting is to develop uniform planning data on a

product basis for estimating future program costs.

Since planning or forecasting is an integral part of

this data system, it may be possible to include com-

petitive forecasting data as part of a prime con--4
tractor's DCPR submissions.

b. Defense al1 zi~s Subcontractor Reporting

T':si repcrt is submitted monthlN by all major

defense contractors who maintain small business sub-

contracting prcgrams. The report covers summary

....Stics (historical only) on the amount of prime

co:.tractor materiel dollars awarded tG small busi-

ness in a given fiscal year. At the present time,

sm.ull business staUistics do not include breakout of

competitive versus non-competitive dollars. It is

believed, however, that this reporting system, since

-A
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it is already in czeration at all major contractor

locations, might be modified and provide a ready

vehicle for compiling competitive statistics. On the

other hand, since this system requires reporting action

by contractor personnel only at the time of contract

-placement, it is probably not well suited to pro-

1viding advance planning, competitive forecasting-type

data covering several fiscal years in the future.
1c. DoD Cost Reduction Reporting

These reports currently cover in-house cost reduc-

] tion activities of the military departments. It ap-

pezrs likely, however, that the Department of Defense

may extend this program to prme contractor plants in

the near future. In this event, competitive reporting

3 and savings results at prime contractor's plants might

well become an integral part of the expanded DoD Cost

Reduction Prcgram.

5. Summary

A number of the current military procurement reporting

jsystems, either in operation or under development, are
making excellent progress toward developing an effective

3 method of appraising prime contractor materiel operations.

Several of the systems reviewed have f3atures which other

I Services could profitably adopt. Similarly, at the OSD

level, the Defense Contractor Planning Report (DCPR) and

IDefense Small Business Reporting Procedures are in opera-
tion and offer a potentially rapid means of collecting

Icompetitive information from prime contractors. On balance,

however, it appears the quickest and most effective means

Iof imnplementing competitive forecasting and progress

-J
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reporting in prime onzrac-or plants is to tie this re-

quirement into the DoD Cost Reduction Program. As regards

longer-range applications, corsderation should be given

to implementing a Conzractor Procurement Review System

(similar to the Air Force 70-3) at all major Department

of Defense prime contractor plants. The following para-

graphs present suggested guidelines for advance procure-

ment p.Lanning, item forecasting and progress reporting of

competitive results at selected prime conzractor locations.

The purpose of these reccm.cended procedures is not to re-

place any efforts now underway in either the military

departments or contractor plants, but rather to provide

suggestions for integrating these efforts into the Depart-

ment of Defense Cost Reduction Program.

C. RECOMYVENDED COMPETITIVE FORECASTS AND E N1MARY REPORTING

1. Introduction

The material presented in this part of the report

.4 deals with development of DoD-wide forecast of prime con-

tractor competitive potential. The discussion centers on

the selection of items most susceptible to competitive

procurement, and the advance planning required to achieve

optimum competitive performance. The recommendations

offered are intended to supplement exis ing competitive

efforts underway in both military departments and con-

tractor plants.

General guidelines are set forth to:

a. Forecast the CFE competitive dollar potential,

three to five years into the future;

i
I

I
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b. Identify items requiring advance planning for

-J competitive analysis and develop such a plan for each

item; and

c. Develop a praczical method of reporting results

of competitive performance on a uniform and periodic

basis.

2. Planning Framer or':

A suggested planning scheme for use by prime con-

tractor personnel in developing a competitive forecast

is presented in Exhibit 10. This Exhibit consists of

three parts and five steps. The discussion which follows

is keyed to these parts and steps within each part.

a. Part I - Comoetitive Potential Forecast and CFE
Itern Selecticn

-J

It is emphasized at this point that the successful

accomplishment of competitive planning by prime con-

tractors depends in large measure on Government pro-

curement agencies providing reliable anu accurate

forecast program requiremeants three to five years in

the future. Without such information it will not be

possible for prime contractors to initiate the first

step in the competitive planning guideline described

below.

-i Step No. 1: Analysis - Develop the Competitive

Potential

j After receipt of Government program require-

ments, the first step in the planning guidelines

is to identify the gross potential of CFE sub-

contracts and equipment purchases covering several

-J fiscal years (e.g. three years) in the future.

'iLi
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-Only items with planned aniiual buy values of

1 $10,000 or more in any one year of the three-year

forecast period should be considered candidates for

-, inclusion in the item forecast. The CFE competitive

potential is developed by removing all major sub-

1 system buys, plus all R/D and Service-type buys over

the three-year period that are obviously uneconomi-

-j cal to compete. At a minimum, the competitive pot-

ential forecast should include, for each item, the

1 planned dollar obligations each year. No forms or

other guidelines are recommended for the purpose of

1 developing the CFE competitive potential, since each

contractor will necessarily generate these data from

his own internal budget, programming, requirements

documents and other records.

Li Step No. 2: Select High-Dollar CFE Equipments and
Repairable Items from the Competitive Potential

Once the competitive potential has been devel-

oped, the next step is to segregate high-dollar

items and repairable equipments from all other fore-

casted hardware buys. The purpose of this classifi-

L_ cation is to identify those few items which account

for the largest percentage of total anticipated pro-

curement value over the three-year period of the

forecast. The tentative criteria recommended for

-I this purpose is $50,000 or more planned annual buy

value or a repairable equipment. It is estimated

-J that the high-dollar/repairable criterion will pro-

duce a total of about 200-300 items for study on a

-I major weapon system. According to figures developed

rr
iH
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in the historical market survey, such items will

represent approximately 105-20% of all CFE procure-

ment actions, but 90% or more of the total dollars

in the competitive potential forecast.

Each of these items should receive detailed

advance procurement planning. Accordingly, the

minimum information on each item should include,

in addition to planned obligations each year, ap-

propriate identification of the item and program;

current mthod of procurement; and a planned de-

livery schedule by fiscal year quarters. One

method of displaying this information is illus-

trated later in this part.

b. Part iI - Item Advance Procurement Plannincg

-Step No. 3: Analysis - Develop an Advance Procure-
-ment Plan for Each High-Dollar Item and Repairable

E uipment

-J The individual procurement plans will serve as

active reference documents for each item to develop

a summary report classifying items and dollars in

each year of the forecast as either (a) competitive

potential, or (b) non-competitive. Recommended ad-

vance procurement planning criteria and a suggested

format are presented in the following pages of the

report.

Step No. 4: Government Review of Contractor Ad-
vance Procurement PlanninZ

Once advance procurement plans have been com-

pleted for each high-dollar materiel item and all

repairable equipments, the data should be reviewed
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by the cognizant military procurement agency prior

to contract placement. The objective of this review

is to assess the impact of source changes on major

procurement areas such as weapon system configura-

ition, spares support, logistics impact (i.e., real

costs considerations), etc. This analysis is parti-

cularly important where the items under consideration

interface with a number of subsystems in the program

or are repairable equipments currently procured on

vendor-design drawings. In either case, Government

screening prior to contract awards is essential to

insure that sound well-balanced competitive decis-

ions are made.

Step No. 5: Sun:nary Reporting of Contractor Com-
petitive Planning

The final step in the competitive decision

process is to summarize all CFE equipment items

studied and produce a summary report and forecast

of the CFE competitive potential for the three-year

j period. It should be stressed again that identifi-

cation of items and dollars as competitive potential

-j should not, of itself, determine the goals for com-

petitive procurement; it merely defines the scope

-j and focus of examination for possIble competition.

Within the area of competitive potential, however,

j it should be possible for prime contractors to estab-

lish realistic engineered targets for competitive

procurement and to measure progress toward them. A

competitive potential report and forecast is discussed

-4 in the final section of this part of the report.

ij
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d1

3. Item Selection and Advance Procurement Planninq

a. Introduction

The selection of items for competitive analysis is

performed together with developmeit of a competitive

procurement plan for each item. A suggested planning

2 document is presented in Exhibit 11, as the "CFE Advance

Procurement Planning Form," with illustrative entries for

the planning period FY 64-FY 68. It should be filled out

for each selected CFE item, identified as potentially

competitive in the screening process described above.

The recommended steps that follow describe the entries

on the form.

b. Item Identification Data. Program Obligations and
Delivery Reauirements

1These elements of information should be entered for

each item, as illustrated in Exhibit 11, from the infor-

mation generated in the competitive potential iorecast

for each high-dollar and repairable equipment item.

j c. Decision Steps

(1) Already Competitive Items

The first step is to eliminate from further

1 analysis CFE items already being procured compe-

titively, unless there is reason to review the

decision at this time. If not, the planned obli-

gation dollars should be entered as "competitive"

A comparison of the planning steps recommended in the fol-
lowing section with those proposed for in-house DfD planning forI the procurement of end items/subsystems (LMI ProjeCt 3A-1) will
disclose a remarkable degree of similarity.

I4
I4
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at the bottom of the form for each year (Line 10,

Exhibit 11).

(2) Economic Analysis

After the total competible buy has been deter-

mined for the three-year period, it is possible

to assess in broad terms the validity of further

competitive analys . If the buy pro.ram is

phasing out so that none, or an insignificant part

of the procurement can be competed, the item

should be eliminated at this point and entered

as non-competitive. I. r.ay also be possible to

make certain obvious el.inations on economic

grounds. For example, if The totai competible

buy is $1 million and a new so urce will require a

qualification and special testing c 3ting $500,000,

it is hardly useful to proceed with detailed

analysis. When items are eliminated in the plan-

ning phases for reasons juch as this, the fact

should be noted on the advance planning form.

Items determined to be suitable for competi-

tion, on the other hand, but not yet procured com-

petitively, should continue through the analysis.

(3) Mobilization Base and/or Limited Quantity
Requirement

The next question is: Will the item require

a aingle sou:rce for all or part of the program

period in order to sustain a production base for

mobilization or for another specified type of

accuisition? The existence of a mobilization pro-

duction requirement will not of itself necessitate

r

I
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a single source. Some special cases, however,

may do so - such as a minimum single facility rate

of production to maintain a "warm" base or the

retention of facilities, tooling and skills at a

Government-owned-and-operated plant. Present pro-

grams to develop optimum inventory production base

relationships will improve determinations in this

area. Another example of restrictive acqaisition

1 would be a limited quantity requirement to be

bought out over a short period, with no anticipated

3follow-on.
Whenever considerations such as these require

.5 a planned single source, the reasons should be

specified on the advance planning form and the non-

Icompetitive obligations entered on Line 10 by year.
If any part of the programmed procurement is con-

Isidered competible, analysis should continue.
](4) Manufacturing Data

is a manufacturing data package available now?

The purpose of this step is to determine if the

present source has already delivered a manufacturing

data package and to determine the availability,

adequacy and reliability of the data package.

1These facts should be entered on the advance

planning form as of the planning date (Line 2,

Exhibit 11). If not, the anticipated delivery

date for data should be ascertained from the cur-

rent producer.

(5) R ihts in Data

Are the prime contractors' rights clearly

established to use thre manufacturing data for

I,
I
I
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competitive procurement purposes? If the contrac-

tor has clear rights to use all data, no further

examination is needed. If the present source has

established proprietary rights in all or part of

.1 the manufacturing data, the contractor should re-

viaw alternate methods of obtaining competition.

j It is the expressed policy of the Department of

Defense "to encourage inventiveness and provide

_ incentives therefore by honoring the proprietary

data las defined in ASPR 9-202.1(a)7 resulting

1J from private development, and hence to limit de-

mands for data to those which are essential for

2procurement purposes." The alternate methods of

obtaining competition may include some or all of

] the following:

;a) Use of Descriptive Specifications, in-
2cluding:

(i) Development of performance spei-

1 fications;

(ii) The use of samples or models if the
item is not complex; and/or

2(iii) The designation for procurement pur-

poses of a brand name "or equal."

(b) Purchase of Rights

2 if no other basis for competitive pro-

curement is available, the contractor should

] consider the purchase of unlimited rights in

the relevant data and drawings. This method

4is to be used only if:

4!

i . mT
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(i) There is a clear need for the item.

-(ii) There are no suitable items of al-

ternative design;

(iii) The existing source has inadequate

]capacity for defense needs;

(iv) The item can be manufactured by others

-j without special manufacturing, quality con-

trol or calibration processes or techniques

or other secrets of production which are

not revealed by product inspection or analysi

or by technical data which are procurable; an

(v) The existing source refuses to license

or train additional competing sources.

The purchase of unlimited rights in irivately

ideveloped proprietary data for the purpose of
establishing competition seould be undertaken

Ionly under closely controlled conditions.

d. Manufacturinq Criteria

Concurrent with procurement data review, the con-

tractor should establish the equipment's susceptibility

to competitive procurement basei on manufacturing

criteria such as design stability; equipment reliability

and safety; special tooling processes; maceriel con-

1 trols: new test requirements; additional inspection

xacilities, etc. It is expected that each contractor

will make maximum use of existing manufacturing criteria

tailored to the specific procurements under consideration.

a. Dae o f Competible Award

As the above elements are estimaced, they should

be summarized and entered on the advance planning form

as Line 8.1 ]i
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.1 f. Estimaticn of Total Administrative Lead Time

In the context of advance planning, the "total

administrative lead time" is defined as the minimum

total time from development cf a procurement plan to

a competitive contract award. Accordingly, the con-

tractor should, based on the milestones established

1above, include an estimate of administrative or in-

house lead time required to place a competitive con-

tract. This includes time estimates for manufacturing

data analysis, vendor proposal preparation, contractor

evaluation, Government review, contract placement, etc.

g. Estimation of Total Production Lead Time for New
I Source

Again, an estimate is required of the minimum

.4 total time between a competitive award to a new source

and the first delivery from such a contract. This

-4 may comprise sone or all of the following elements,

in addition to normal production lead time:

(1) Facilities

4 This will comprise lead time to provide facili-

tios if required.

-(2) Tooling and Set-up Time

(3) Dualification

This will represent the time for qualification

or other approval testing of a new source's

product, after award. In some cases, this may

be accompJished :ofore award through the Quali-

fied Product List procedures. If so, the fact

should be noted on the planning form.



I55

This will inc&u L any additional time to pre-

pare and inst.4l1 a q'ality control system if re-

quired.

II If new test or support equipment will be

needed for an item procured from a new source,

1 a. y additional time required to procure sucli

equip. nt should be included 'iere.t-J
As for the dete_.mini- fi production lead

time, concurrency should be used to maximum in

i estmating these elnents. Based on the re-

sulting total production lead time, the first

.i delivery milestone should be entered on the

planning form (Line 9).

h. Competible Obligations

The competitive award and delivery milestones

should then be compared against the planned obligations

and required deive6ry schedule in the heading of the

form, At Lhis point, a determination can be made of

the first year in which competitive procurement can

be expected and whether it should be for part or all

of the year's requirement. In the example illustrated

by the form (Exhibit 11), the earlieat delivery possi-

ble from competitive procurement falls at the begin-

ning of required deliveries for FY 65. Following

the first competible procurement, total competible

obligations should also be determined over the three-

1[ year period and entered on the form by year.

it



] 56

-1 i. Re-Cycle

If the item remains in the potentially competi-

tive category, appropriate milestones should also be

developed for subsequent competible procurements

j following the first buy. These should incorporate

reduced estimates, if appropriate, of administrative

and production lead time after the first introduction

of a new source. If a multi-year buy is accomplished,

this should be recorded in the Remarks Section of the

Advance Procurement Planning Format.

ii] 4. Summary

I The completion of the advance planning form through

the above decision process will provide a scheduled frame-

'2 "work for competitive analysis and procurement action. It

should be retained for this purpose and kept up to date

I with any changes in the item's program or status. In

addition, the form serves to segregate, at the time of

-I planning, items and procurement dollars which are con-

sidered potentially competitive from those which are clearly

1 non-competitive. It, therefore, can serve as the basis

for a summary report of the forecast competitive potential

]of CFE equipment items over the next three years. This

is discussed in the next section.

ID. SUMMARY COMPETITIVE POTENTIAL REPORT AND FORECAST

4 The next planning step is to summarize all advance plan-

ning into a competitive summary c'eport. This report should

be uniform throughout the military departments and prime con-

tractor plants.. A suggested format -a illustrated in

Exhibit 12. In addition, to insure compatible data, it i*
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recommended the Department of Defense pz:ovide a uniform set

of definitions to contractors for compiling and summarizing

]i competitive statistics. In this rogard either the most re-

cent definition o± 'adequate price competition" developed by

the ASPR Subcommittee or the current definition of price

competition used to complete the DoD Individual Procurement

Action Report (DD 350) may provide an acceptable baseline

for analysis.

The report at the contractor level should include all

CFE items originally selected fo: analysis, whether already

competitive, non-competitive or partly or wholly competible.

It should give, for each item, the non-competitive, potentially

competible and total dollars planned for obligation in each

I-ear of the three-year period. This summary can be obtained

4 from Line 10 of the Advance Procurement Planning Form. The

report should be supplemented by brief explanatory entries.

Dollars and item data will be totaled as follows: Below

the high-dollar total, a single entry should be made of anti-

cipated obligations each year for items which do not meet

the competitive potential selection criteria (i.e. R/D buys,

purchases less than $10,000). Since these items are not

subject to individual Li.:..,. ) )otentially competitive

and non-competiziv._ .:,ccorded in summary form

only. % 5i. ., d-Ll company-wide

comznp..ivu. _ 4 tions for CFE items

subsy ,.... , . "ach year of the

period, segregated into compeuitive versus non-competitive

planned dollar awards.

The "competitive potential" total in such a report should

represent a realistic scope within which efforts to secure
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-competition will be concentrated. On the basis of historical

* data and continuing experience, the contractor and the military

departments can establish goals for achievement of actual com-

petitive procurement, and can follow up progress as competitive

analysis and action take place.

The summary plan derives from basic programming information

and, therefore, should be developed with the annual program-

J budget cycle. Revisions to the basic forecast can be submitted

at more frequent intervals, based on changes to advance item

plans.

E. PROGRESS REPORT OF COMPETITIVE ACHIEVEMENT BY PRIME
CONTRACTORS

This feedback report of piime contractor actuals versus

planned achievement is the fi.nal step in the CFE competitive

decision process. It is recommended that the competitive re-

sults and assocA. ed dollar'savings generated by prime contrac-

jtors be reported to the Department of Defense. To minimize

reporting time and efforts, it is suggested that the CFE com-

petitive potential items be coded at the time of procurement

planning so that, when the contract is awarded, the results

j can be compiled and a summary report prepared. A suggested

format for this report is contained in Exhibit 13. The report

includes a common code of identification, item description and

columns for planned competition, actual achievement and amount

of savings generated as a resulz of competition. It is believed

that this report should be submitted quarterly through the re-

]spective military departments to the Office of the Assistant
Secretary of Defense for analysis and incorporation into the

DoD Cost Reduction Program. Further, it is suggested that these

isthtths
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savings figures be audited by contractor personnel prior to sub-

mission to the Department of Defense.

In addition to the selected CFE item progress reort, it

appears desirable to examine periodically the over-all competi-

tive performance of Department of Defense prime contractors on

a company-wide basis. Accordingly, ixhibit 14 provides, a sug-

gested format for reporting total competitive results veraUl

planned achievement at selected major DoD prime contractor

plants.

It is recommended that this report include both planned

and actual competitive and non-competitive dollars and percent-

ages on a quazterly and year-to-date basis. The planned or

forecast figures can be obtained from the summary competitive

forecast report outlined in Exhibit 12. The actual figures

should be developed from internal company procurement control/

reporting system statistics. It is recognized that some com-

panies may find it difficult initially to report actual figures
of total purchase order placements due to lack of available sta-

tistics. In this event, it is recommended that prime contractors

use estimated figures until such time as actual results can be

obtained directly from their internal management data systems.

It was observed during the field survey portion of the

project that a majority of the prime contractors were either

already operating, in the process of developing or planning to

design a more advanced automated management data system to bet-

ter cor'rol their materiel operations. As a result, it is be-

lieved -hat most contractors can now provide, or will be able

to provide shortly, a complete, accurate and up-to-date 'icture

of their competitive performance on Department of Defense con-

tracts.
I'
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($'s and Millions) EXHIBIT 14

1ST 2ND 3RD 4TH

100Legend
100 Plan

90 Actual

80 o Forecast

70 Revised
604 Goal] 60'o..q6°0m)

500
50 o.. Planned

o,,--, Goal
J 40 o/ -- --1 .0M

30 0O-

20 " 1M)

=_ _ _ _ __,... . . _ _,__ I .. . . _ _ __I10

QUARTERLY YEAR TO DATE

___o____an_ ii _ _ __ _ _ _ _ _rPlan 5 _71/ _
CopAct. 5____ 17%__ __13%__

ST Plan 25 83%
Non-CoMp. Act. 25 .__ _I-- Il Actl 25I-q3

Plan IQ 5g%
Comp. Act. is 75% 20 501A

'2ND Plan 0- 50%
Non-Comp. Act. -1;

Plan 5
Con-. Act.
Non.Comp .  .Pl ..n..

lAct.
Comp. a ... . 50%

-TH. -.....

plan - -jNon-Core. Act,
CTOTAL rom-0 r_. I PAlan F 0 ., ..

NOTE: All Dollars Raf.ect Purchase Ordor (P.O.) Commitmunts.
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Finally, it is important to note that, should the Department

of Defense adopt these recommendations to 4urvey its top 25 prime

contractors, using the formats suggested in this section and in

Exhibit 6, or similar formats, it will be necessary to secure

Bureau of the Budget approval as specified in the Federal Reports

Act. 1 Anticipating this requirement, the format shown in Exhibit

6 was submitted to the Bureau of the Budget for approval, even

I. though the number of companies actually participating in the

study was below the mandatory Bureau of the Budget approval level

I. of ten. The Bureau approved the format through February 19E4 for

the requested maximum of 15 companies. While tire and cont;ractor

1. numbers are inadequate for actual DoD implementation, it is be-

lieved that this test exercise demonstrates the feasibility of

future approval under the actual conditions of DoD implementation.

i

"
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